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Abstract
Merged firms are typically rather complex organizations.
Accordingly, merger has a more profound effect on the structure of a
market than simply reducing the number of competitors. We show
that this may render horizontal mergers profitable and welfare-
improving even if costs are linear. The driving force behind these
results, which help to reconcile theory with various empirical findings,
is the assumption that information about output decisions flows more
freely within a merged firm.
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Phujhg ￿upv duh w|slfdoo| udwkhu frpsoh{ rujdqlvdwlrqv1 Df0
fruglqjo|/ phujhu kdv d pruh surirxqg h￿hfw rq wkh vwuxfwxuh
ri d pdunhw wkdq vlpso| uhgxflqj wkh qxpehu ri frpshwlwruv1
Zh vkrz wkdw wklv pd| uhqghu krul}rqwdo phujhuv sur￿wdeoh dqg
zhoiduh￿lpsurylqj hyhq li frvwv duh olqhdu1 Wkh gulylqj irufh eh0
klqg wkhvh uhvxowv/ zklfk khos wr uhfrqfloh wkhru| zlwk ydulrxv
hpslulfdo ￿qglqjv/ lv wkh dvvxpswlrq wkdw lqirupdwlrq derxw rxw0
sxw ghflvlrqv  rzv pruh iuhho| zlwklq d phujhg ￿up1
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￿Zh wkdqn Mh￿ Iudqn dqg vhplqdu dxglhqfhv dw Kxperogw/ Ur|do Kroorzd|/ dqg
Vw1 Jdoohq iru pdq| ydoxdeoh frpphqwv1
|Ur|do Kroorzd|/ Z]E dqg Iuhlh Xqlyhuvlw￿w Ehuolq/ dqg Qhz \run Xqlyhuvlw|
dqg Kxperogw Xqlyhuvlw| Ehuolq/ uhvshfwlyho|1 Fruuhvsrqglqj dxwkru= Vwh￿hq Kxfn/
Ur|do Kroorzd|/ Xqlyhuvlw| ri Orqgrq/ Hjkdp/ Vxuuh| WZ53 3H[/ Xqlwhg Nlqjgrp/
hpdlo v1kxfnCukeqf1df1xn1
4Fkdqgohu +4<95, lv xvxdoo| fuhglwhg iru kdylqj ehhq wkh ￿uvw wr frqfhswxdol}h wkh
￿P0irup￿1 D ixuwkhu fodvvlfdo uhihuhqfh lv F|huw dqg Pdufk +4<96,1
5]h| dqg Vzhqvrq +4<<<, uhsruw vlplodu ￿qglqjv1
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6Lq d uhfhqw duwlfoh/ Qdxow dqg W|djl +5333, dujxh wkdw lpsuryhg frppxqlfdwlrq
whfkqrorjlhv pdnh krul}rqwdo dooldqfhv dqg rwkhu krul}rqwdo rujdql}dwlrq vwuxfwxuhv
pruh dwwudfwlyh dqg pruh suhydohqw wkdq wudglwlrqdo fhqwudolvhg vwuxfwxuhv1 Qdxow
dqg W|djl wdnh wklv lv d vwduwlqj srlqw iru prghoolqj frruglqdwlrq phfkdqlvpv lq
dooldqfhv ri jhrjudsklfdoo| glvshuvhg ￿upv1
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7Fdeudo +4<<<, vkrzv wkdw phujhu lq pdunhwv zlwk gl￿huhqwldwhg surgxfwv pd|
lqfuhdvh frqvxphu zhoiduh li wkhuh lv wkh srvvlelolw| ri iuhh hqwu|1
8Dw ￿uvw vljkw txdqwlw| frpshwlwlrq pljkw eh vhhq dv ri ohvvhu lpsruwdqfh wkdq
sulfh frpshwlwlrq1 Krzhyhu/ dv Nuhsv dqg Vfkhlqnpdq +4<;6, vkrz vwdqgdug Frxuqrw
dqdo|vlv pljkw eh lqwhusuhwhg dv d vkruwfxw wr dqdo|vlqj pdunhwv zkhuh ￿upv kdyh wr
exlog xs fdsdflwlhv dqg wkhq hqjdjh lq sulfh frpshwlwlrq1
9Wklv zdv ￿uvw srlqwhg rxw e| Vdodqw/ Vzlw}hu/ dqg Uh|qrogv +4<;6,1
:Wklv dvvxpswlrq lv pdlqo| iru sxulw|1 Zh zloo vkrz wkdw phujhu zloo eh sur￿wdeoh
dqg zhoiduh hqkdqflqj/ hyhq zlwk d olqhdu whfkqrorj|1 Wklv uhvxow lpsolhv wkdw/ li wkhuh
duh dgglwlrqdo ￿v|qhujlhv￿ +h1j1/ frvw vdylqjv gxh wr wkh frqyh{lw| ri frvw ixqwlrqv,
wkh phujhu zloo eh hyhq pruh sur￿wdeoh1 Lq rwkhu zrugv/ e| irfxvvlqj rq olqhdu
whfkqrorjlhv zh gr qrw uhvwulfw wkh jhqhudolw| ri rxu dqdo|vlv exw udwkhu irfxv rq wkh
kdughvw fdvh/ dqg d jhqhudol}dwlrq wr fdvhv zlwk ￿v|qhujlhv￿ lv vwudljkwiruzdug1
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iru surgxfwlrq dfwxdoo| wr wdnh sodfh dqg wkdw/ frqvhtxhqwo|/ surgxflqj lq wzr shulrgv
lqvwhdg ri rqh fdxvhv ￿{hg frvwv wkh ￿upv zlvk wr dyrlg1 Krzhyhu/ rxu uhvxowv duh
qhyhuwkhohvv urexvw lq wkh vhqvh wkdw doorzlqj surgxfwlrq lq wzr shulrgv zrxog vwloo
|lhog wkh vdph rxwfrphv +vhh Hoolqjvhq/ 4<<8/ iru ghwdlov,1
44Dv ehiruh/ wkh wlplqj ri d ￿up qrw lqyroyhg lq wkh phujhu lv luuhohydqw/ dv lqiru0
pdwlrq derxw rxwsxw ghflvlrqv ehiruh wkh hqg ri shulrg 5 lv dydlodeoh rqo| zlwklq wkh
phujhg ￿up/ l1h1/ dq xqlqiruphg ￿up fdq qhlwkhu revhuyh wkh rxwsxw ri rwkhuv dw wkh
hqg ri shulrg 4 qru fdq lwv rxwsxw/ li lw surgxfhv lq shulrg 4/ eh revhuyhg e| rwkhuv
ehiruh wkh hqg ri shulrg 51
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